The purpose of this study is to examine the moderating effect of financial literacy on entrepreneurial capabilities and new product development performance in micro-and small-sized enterprises (MSEs) 
Introduction

1.
Entrepreneurial capability has been recognized as a major determinant for firm's performance (Covin & Slevin, 1999; Lumskin & Dess, 1999; Su, Xie & Li, 2011) . However, the extant studies show inconsistent results on the effect of entrepreneurial capabilities on the firm's performance. On one hand, Davis et al. (2010) proves that high risk tolerance, innovativeness and proactiveness have effect on firm performance. They find that there is a positive relationship between entrepreneurial capability and firm's performance under dynamic environmental conditions. Moreover, studies show that the entrepreneurial orientation positively affects business performance (Frank, Kessler & Fink, 2010; Su, Xie & Li, 2011) . On the other hand, the results show that the entrepreneurial orientation has no effect on the firm's performance (Matsuno, Mentzer, & Ozsomer, 2002; Frishammar & Horte, 2007) . These inconsistencies can occur due to the impact of entrepreneurial capabilities on firm's performance may depend on the effect of contingency.
In this case, the moderating role of financial literacy becomes an important consideration. Studies on the financial literacy indicate that financial literacy among young entrepreneurs are above average and financial literacy contributes significantly towards entrepreneurial skills (Oseifuah, 2010) . Additionally, Bosma and Harding (2006) reveal that poor financial literacy and inadequate management practices would restrict entrepreneurial activity, such as new product development performance. Nevertheless, existing research has not been paying attention to the role of financial literacy as a moderating variable in the relationship between entrepreneurial capabilities and new product development performance.
Financial literacy is an important issue for finance and society economic development. It seems there is a gap between the needs and the realities of individuals for financial literacy. For entrepreneurs of Micro-and Small-Sized Enterprises (MSEs), financial literacy is a requirement. They should be able to make an informed judgment and effective decisions about the use and management of funds. Financial literacy has major implications for the well-being and the ability of individual entrepreneurial activity (Bosma & Harding, 2006; Taylor & Wagland, 2011) . People with high-financial literacy allow individual to make better financial decisions, such as budgets, expenditures, savings, investment, and financial risk management. Implications of high financial literacy that can increase the income and welfare of micro and small entrepreneurs. However, the reality of the financial literacy levels of society, especially the entrepreneur is still questionable. Nevertheless, the role of financial literacy unfortunately rarely gets the attention of research.
This study aims to examine the moderating role of financial literacy on the relationship between entrepreneurial capabilities and new product development performance of MSEs in terms of Indonesian perspective. This study specifically examines whether financial literacy serves as a moderating in the relationship between the three dimensions of entrepreneurial capabilities, namely risk taking, innovativeness and proactiveness on new product development performance in micro-and small-sized enterprises, located in Yogyakarta, Indonesia. Previous research ignored the moderarting role of financial literacy in each dimension of entrepreneurial capabilities. In this case the financial literacy may act as a moderating variable in the relationship between one of the dimensions of the entrepreneurial capability and new product development performance.
This research contributes to some things. Firstly, the research emphasize on three dimension of entrepreneurial capabilities, namely innovativeness, risk taking, and proactiveness, and their effect on new product development performance in micro-and small-sized enterprises. Existing studies relate to the role of financial literacy moderation is rarely done in the case of SMEs in Indonesia. Secondly, the study specifically focuses on financial literacy. In this regard, studies reveal whether financial literacy is as moderating variables. Such a study has not been done in the case of Indonesian perspective. The prior study indicated that the financial literacy level among entrepreneurs is above average and the financial literacy significantly affect their entrepreneurial skills (Oseifuah, 2010) .
Literature Review and Hypothesis Development 2.
Entrepreneurial capabilities and New Product Development Performance
Hunt (2000) and Frishammar and Horte (2007) state that an organization can not know what the product alternatives would customers prefer, therefore these companies face uncertainty. In this case the company needs to be innovative, proactive and risk takers. This means that organizations need to act with the entrepreneurial orientation. The first dimension of entrepreneurial orientation is innovativeness. Innovativeness refers to a willingness of firms to involve in and support new idea, creativity, novelty, experimentation that may lead to new products development (Lumpkin & Dess, 1996 , Mengue & Auh, 2006 . Innovativeness shows the company's desire to depart from existing technologies and practices. Frishammar and Horte (2007) show that innovativeness has a positive effect on the performance of the firm's new product development.
The second dimension of the entrepreneurial capability is risk taking. Risk taking refers to the willingness of managers or owners to make large and risky resources commitments to new product and to incur heavy debt in the persuit of opportunity (Lumpkin & Dess, 1996) . Although too much risks can jeopardize company's performance, however, risk is inevitable since the success of a new product development can not be known beforehand. Prototype may fail in manufacturing and new design may fail in the marketplace but if no risks are taken, there is never a new product produced and launched (Frishammar & Horte, 2007) . Frishammar and Horte (2007) postulate that risk taking influences new product development performance.
The final dimension of the entrepreneurial capability is proactiveness. Proactiveness is concerned with looking ahead and trying to be the first mover. Proactiveness refers to the ability of firms to seize the initiative in the persuit of marketplace opportunities and the ability of firms to act in anticipation of future changes to the market (Baker & Sinkula, 2009 ). Lyon, Dess and Lumpkin, (2000) state that the goal is to gain an edge to shape the environment by introducing new products in the competition that will come (as cited in Frishammar & Horte, 2007) . According to Lumpkin and Dess (1996) , proactiveness implies an attitude to look forward, along with the innovative activity or speculation. Furthermore, proactive firms are the ones that often propose a new product, and often introduce new products first or precede its competitors (Dess & Lumpkin, 2005) . In this case, the firms' competitive advantage depends on their speed to enter the market and their ability to meet customer needs (Li et al., 2008) . Therefore, proactiveness should have a positive impact on the performance of the firm's new product development. The reason is, firstly, proactiveness has an advantage as a first mover (Frishammar & Horte, 2007) which allows high profit on new products in the absence of competing product. Secondly, proactiveness implies an increase in the speed of new product development. Such a speed is an essential condition for the development of new products. Lastly, passivity is a firm's inability to seize the opportunity. This is really undesirable if the high performance of the new product development will be the firm's goals. Therefore the hypotheses as follows:
H1a: Innovativeness has a positive influence on new product development performance. H1b: Risk taking has a positive influence on new product development performance. H1c: Proactiveness has a positive influence on new product development performance.
Financial Literacy and New Product Development Performance
Review of the literature indicates that most consumers lack of the financial literacy necessary to make important financial decisions in their own best interest (Perry, 2008; Oseifuah, 2010) . The experts also agree that financial literacy appears directly related to self-beneficial financial behavior (Hilgert et al., 2003) . Financial literacy is defined as the ability to make informed judgements and to take effective actions regarding the current and future uses and management of money (Basu, 2005) . Financial literacy includes an increase in financial knowledge and skills, and changes in financial behavior (Hilgert et al., 2003; Mandell, 2008; Oseifuah, 2010) . In this case, the financial literacy has two dimensions, that is knowledge and action (Media Research Consultants Pte Ltd., 2005) . Knowledge includes understanding of finance alternative. Meanwhile, actions include financial literacy about money, financial competence, and financial responsibility. In this case, it is clear that the interests of financial literacy can not be ignored, as someone with financial illiteracy may not be able to budget appropriately to meet its spending, and can not identify financial products or services that meet their needs, and the latter being a victim of fraud and exploitation practices (ASIC, 2003) . Therefore, owners who are not skilled and also less knowledgeable in financial matters may tend to have a negative impact on their performance.
Meanwhile, previous studies concluded that an adequate financial literacy had a positive impact on company performance. Owners who have a good financial literacy will be able to accumulate and manage their wealth efficiently. Moreover, they can take effective decision with regard to their money management, financial planning, investment, retirement, asset, and finance alternative. The explanation above leads to the hypothesis as follow:
H2: Financial literacy has a positive influence on new product development performance.
The Moderating Role of Financial Literacy
Research on the role of financial literacy as a moderating variable in the relationship between entrepreneurial capabilities and business performance, particularly the performance of new product development, is still rarely investigated. However, Oseifuah's (2010) study found that financial literacy among entrepreneurs was above average and contributed meaningfully to entrepreneurial skill. Thus, in this context, financial literacy may moderate the relationship between entrepreneurial capabilities and new product development performance. The rationale underlies this argument is that if the entrepreneurs has a higher level of financial literacy, then they may have high productivity and profitability. Lastly, if the entrepreneurs have the lower level of financial literacy, it will result in the lower level of their work productivity (Fletcher et al., 1997 , Joo & Grable, 2000 , decreased savings (Hilgert, 2003) , accumulated consumer debt (Stango & Zinman 2007) inadequacy of retirement planning (Lusardi & Mitchell, 2007) . Therefore, entrepreneur with sufficient financial literacy to encourage him to make decisions rationally and carefully. In this case the financial literacy plays an important role to moderate the relationship between entrepreneurial capability and performance of the firm's new product development. This explanation leads to the following hypotheses:
H3a: Financial literacy moderates relationship between innovativeness and new product development performance. H3b: Financial literacy moderates relationship between risk taking and new product development performance. H3b: Financial literacy moderates relationship between proactiveness and new product development performance.
Method
3.
Data and Sample
The samples consist of micro-and small-sized enterprises, especially micro and small craft industry are located in the province of Yogyakarta, Indonesia. The samples use purposive sampling technique. The sample is determined based on several criteria. First, the micro-and small-sized craft industry that include leather products, silver, ceramics, pottery, rattan and furniture. Secondly, micro-and small-sized craft industry based on the definition of BPS: micro enterprises with number of workers less than 5 people and small enterprises with the number of workers 5-15 people.
The profile of the respondents is shown in table 1. There are 133 respondents used in this study. In this study, interestingly, the majority of respondents were female (60.9%). This figure shows that the female is more interested in this craft industry sector. The biggest age group are in the age range 30-50, (72.2%). In this case, these figures show that young entrepreneurs still lack of interest in this craft industry. The majority of respondents were married (87.2%). Most respondents had a high school degree (57.9%). This phenomenon indicates the low level of the quality of human capital in the craft industry of micro and small enterprises, located in Yogyakarta, Indonesia. Meanwhile, in running their businesses, respondents are more oriented to the domestic market (97.7%) than the foreign market. 
Measurement
The variables of this study consist of dependent and independent variables, and moderating variable. The dependent variable is the performance on new product development. The independent variables is the entrepreneurial capability while the moderating variable is financial literacy. According to US Financial Literacy and Education Commission as cited by Basu (2005) , financial literacy is the ability to make an informed judgment and effective decisions regarding the current and future use management of money (Oseifuah, 2010) . As Cole and Fernando (2008) state that there is no standard measure of financial literacy (as cited in Oseifuah, 2010) . The theoretical framework for measuring the financial literacy, as moderator variable was adapted from instruments developed by Oseifuah (2010) . In this study, questionnaires are developed to capture information on the main aspects of financial literacy that include financial skill or financial behavior. Financial literacy is measured by ten items. These items include financial knowledge and skills, namely budgeting and tracking the expenditures, increased financial knowledge, financial management, financial planning, savings, financial reporting. Items of financial literacy were assessed using a five-point likert scale, (1 = strongly disagree, and 5 = strongly agree). Meanwhile, entrepreneurial capabilities reflect the extent to which firms tend to innovate, take risks, and act proactively (Frishammar and Horte, 2007) . This study uses the instruments developed by Covin and Slevin (1999) , and Frishammar and Horte (2007) . First, innovativeness consists of three items. These items include an emphasis on innovation, namely excellence in technology, research and development of new products; new products offered during the last five years; dramatic changes in product. Second, risk-taking is composed of three items. These items include the tendency to high-risk and high profit projects, attitude towards risk, risk action. Third, proactiveness consists of three items. The items include an action precedes a competitor, being the first to launch a product, trying to deal with competitors. Items of the three dimensions of the entrepreneurial capabilities were assessed using a five-poin likert scale (1, strongly disagree = show entrepreneurial capability is very low, while 5, strongly agree = show very high entrepreneurial capability).
Finally, the performance of new product development is related to the extent to which a new product perceived will meet a market share, sales targets, and appropriate use of the customer, sales growth, and profit target. The performance of new product development at the company level is measured using an instrument used by Atuahene-Gima and Ko (2001) and Frishammar and Horte (2007) . Performance on the development of new products consists of 4 items. Items include market share, sales growth, corporate profits, and return on assets. Items of new product development performance were assessed using a five-poin likert scale (1 = Strongly disagree and 5 = Strongly Agree). data and the results of reliability and validity test. Test of reliability and validity of the instrument has been conducted.
The reliability of a measure is an indication of the stability and consistency which the instrument measures the concept. To assess reliability, Cronbach's alpha statistical test was used. A instrument is said to be reliable if it gives Cronbach alpha values > 0.70 (Nunnally, 1981) . The values of cronbach alpha for each factor are shown in the Table 2 . Therefore, alpha reliability values are greater than the minimum standard ( > 0.70) for all the factors. It can be concluded that the instruments of entrepreneurship capability, financial literacy, and new product development performance are reliable. Meanwhile, validity test is used to measure whether or not an instrument is valid. The instrument is valid if it can accurately measure what is to be measured. In other words, validity is concerned with the accuracy of the instrument. Analysis of the validity of the instrument is based on the correlation between the scores of each item with the total score. As for the validity of the critical value is 0.30 (Mueller, 1986:54) . The magnitude of the correlation value of each item to the total score is shown on Table 2 . The result of validity test shows that all items for each variable is above a critical value, r > 0.30. Because each item has a correlation value that is greater than the minimum standards (r> 0.30), it can be concluded that all the items on the instrument is valid. Thus, financial literacy, entrepreneurial capabilities, and new product development performance, all the indicators are valid. Futhermore, testing the hypotheses in this study is conducted with moderated regression analysis technique. Table  3 shows summary of moderated regression results. Model 1 reveals that innovativeness has no influence on new product development performance. Meanwhile, entrepreneurial capabilities on the other dimensions have a positive influence on new product development performance. According to table 1, results of model 1 indicates that risk taking has positive effect on performance of new product development (p-value = 0.5 < = 0.05). Likewise, proactive has significant positive influence on performance of new product development (p-value = 0.017 < = 0.05).
Model 2 includes entrepreneurial capabilities (innovativeness, proactive, and risk taking) and financial literacy. The fourth variable serves as the independent variable. In this model, the results show that entrepreneurial capabilities (innovativeness, proactive, and risk taking) have no significant effect on performance of new product development. These results are contrary to the model 1. As expected, financial literacy has impact (p-value = 0.00 < = 0.05). Meanwhile, these results reveal that financial literacy affects the performance of new product development.
Furthermore, model 3 is added to model 1 financial literacy, as moderating variable. Results show that financial literacy has effect (p-value = 0.012 < = 0.05) on new product development performance, but instead entrepreneurial capabilities show no such effect. This result is consistent with model 2, that financial literacy has a positive influence on the performance of new product development. Contrary to prediction, financial literacy does not moderate the relationship between innovativeness and financial literacy. This result shows there is no interaction effect of the innovativeness and financial literacy, (p-value = 0.259> = 0.10) on the performance of new product development.
Model 4 shows that risk taking has significant positive effect (p-value = 0.012 < = 0.05) on new product development performance, whereas the other two variables, namely innovativeness and proactiveness are not significant. Meanwhile, as expected financial literacy has significant positive (p-value = 0.00 < = 0.01) effect. These results are consistent with model 2 and 3, that financial literacy has a positive influence on the performance of new product development. Likewise, result shows that financial literacy moderates the relationship between risk taking and financial literacy. This result reveals there is a significantly negative interaction effect of the risk taking and financial literacy, (pvalue = 0.023 < = 0.10) on the performance of new product development.
Model 5 shows that proactiveness has a significant positive effect (p-value = 0.014 < = 0.05), whereas the other two variables, namely innovativeness and risk-taking has no such effect. Meanwhile, financial literacy has a positive influence (p-value = 0.00 < = 0.01) on new product development performance. These results are consistent with models 2 and 3, that financial literacy has a positive influence on new product development performance. Likewise, financial literacy moderates between proactiveness and financial literacy (p-value = 0.017 < = 0.10). This result reveals there is a significant negative interaction effect of the proactiveness and financial literacy on the performance of new product development.
Model 6 reveals that risk taking has effect (p-value = 0.074 < = 0.10) on new product development performance. Moreover, proactiveness has a significant positive effect, (p-value = 0.069 < = 0.10) on new product development performance, whereas other variable, namely innovativeness is not significant. Meanwhile, financial literacy has significant effect, (p-value = 0.001 < = 0.01). This result is consistent with model 1, 2, 3 and 4, that financial literacy has a positive influence on the performance of new product development. Likewise, financial literacy moderates between proactiveness and new product development performance. This result shows there is a significant negative interaction effect of the proactiveness and financial literacy, (p-value = 0.087 < = 0.10) on the new product development performance. Meanwhile two other interactions have no effect on new product development performance.
In summary, the results of moderated regression analysis on all models show that risk taking and proactiveness have an influence on new product development performance. These results support hypotheses H1b and H1c. Meanwhile, innovativeness has no effect on the performance of new product development. This result does not support hypothesis H1a. Moreover, in all models, financial literacy has a positive effect consistently on new product development performance. These results support the second hypothesis (H2). Furthermore, the results show that there is the negative interaction effect of risk taking and financial literacy on new product development performance. Likewise, the results show there is a negative interaction effect of proactiveness and financial literacy. These results reveal that the financial literacy variables serve as a moderating variable on the relationship between proactiveness and new product development performance. These results support the third hypotheses (H3a, H3b). However, financial literacy does not have a moderating role in the relationship between innovativeness and performance of new product development.
Discussion
5.
Based on the empirical model (model 4, 5, and 6), the research reveals that financial literacy serves as a moderating variable in the relationship between risk taking and new product development performance. Likewise, the results of this study reveals that financial literacy moderates on relationship between risk taking and new product development performance. These results are consistent with the result of Oseifuah's (2010) study which shows that the financial literacy among entrepreneurs appears to be above average. In this case, the level of financial literacy contributes substantially to entrepreneurship skills. Entrepreneurial capabilities and good financial literacy is expected to have implications on the business performance and increase the growth of micro and small businesses. In this study it is clear that financial literacy serves as a moderating variable in the relationship between entrepreneurial capabilities (proactiveness and risk taking) and the performance of new product development.
The result of this study reveals that there is a significantly negative interaction effect of the risk taking and financial literacy on the performance of new product development. The result also reveals that high financial literacy weakens the positive effect of risk taking on new product development performance. These results are in line with Beal and Delpachitra's (2003) study, which shows that students with a high level of financial literacy are more likely to have lower aggregate risk preferences. Smaller firms might choose project or initiatives with a lower degree of risk, due to limitation in size and resource commitment. Likewise, result shows that there is a significantly negative interaction effect of the proactiveness and financial literacy on the new product development performance. The result indicates that high financial literacy level weakens the positive effect of proactiveness on new product development performance. In this case, first mover advantage-generating efforts are also likely to involve high degree of enterprise risk, such as operational and market risk. Thus, smaller firm may not possess adequate capabilities and resources to exploit the new opportunities a head of competition.
In addition, this study also shows that financial literacy affects the performance of new product development. These results are in line with the expectation that financial literacy has a positive impact on the performance of new product development. Entrepreneurs who have entrepreneurial skills with high performance require them to have a good financial literacy. Entrepreneurial capabilities do not always affect the performance of new product development. Therefore, it is important to consider the role of financial literacy as moderating variable. This view is in line with Taylor and Wagland, (2011) who state that financial security could only be achieved if people financially literate. Moreover, this result is consistent with Oseifuah's (2010) research which indicates that financial literacy contributes significantly towards entrepreneurial skills. In this regard, an entrepreneur needs to be financially literate if he makes informed decisions about debt, savings, and investment. The entrepreneur must be able to take effective decisions in managing their finanace. Therefore, entrepreneurs with sufficient financial literacy to encourage them to make decisions rationally and carefully.
Futhermore, the results of the study reveal that the risk taking and proactiveness affect the performance of new product development. These results are also consistent with previous studies which proves that the entrepreneurial capability affects the performance of new product development (Frishammar & Horte, 2007) . However, innovativeness does not affect the performance of new product development. This may occur because the micro and small enterprises do not have sufficient resources and capabilities in their efforts of innovativeness.
Conclusion, Implications, Limitations and Future Research 6.
Results of this study concludes several important things. First, financial literacy has a role in moderating the relationship between risk taking and new product development performance. Likewise, financial literacy has a moderating role in the relationship between proactiveness and new product development performance. Second, the results show that financial literacy has positive influence on the performance of new product development. Third, the results show that the dimensions of entrepreneurial capability: risk taking and proactiveness have a positive effect on the performance of new product development.
This study has several implications for the management of micro and small enterprises. First, the entrepreneurs of micro and small businesses that are interested in improving the performance of new product development should encourage them to have a better financial literacy. Financial literacy includes at least skills in budgeting and expenditure tracking, improved financial knowledge, financial management, financial planning, savings, financial reporting. Mastery of financial literacy throughout the new product development process will lead to higher product success.
This study reveals some questions that were beyond the scope of this study, but an opportunity for future research. Firstly, although the role of financial literacy as a moderating variable between entrepreneurial capability and performance of new product develops, but this study has not been consideration of other independent variables such as marketing capabilities, technology capabilities. Likewise, research has not yet to take into account other moderator variables, such as the level of competition, the degree of novelty products for customers and other business environment factors. Second, this study also does not take into account the role of mediating variables, such as innovativeness success. Future research may also consider the success of innovativeness as a mediating variable. Inovativeness success may mediate between the entrepreneurial capability and profitability of the company. Third, in the micro and small enterprises, the results show that innovativeness has no effect on the performance of the company's new product development. These results indicate the micro and small companies do not yet have sufficient innovation capabilities due
